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Sum of A’s and B’s allocable portions of
the investment in the contract after ad-
justment for the refund feature ............

Exclusion ratio for the contract as a
whole (total adjusted investment in the
contract, $66,414, divided by the total
expected return from above,
$101,490.60) (percent) .........cccovurueucucee 65.4

$66,414.00

Example 2. Assume the same facts as in ex-
ample (1) except that the total investment in
the contract was made after June 30, 1986.
The exclusion ratio to be used by both A and
B would be 56.9 percent, determined as fol-
lows:

A’s expected return (A’s payments per
year of $4,146 multiplied by his life ex-

pectancy from Table V of 16.0) ........... $66,336.00
B’s expected return (B’s payments per

year of $2,820 multiplied by his life ex-

pectancy from Table V of 24.2) ........... $68,244.00
Sum of expected returns to be used in

determining exclusion ratio .................. $134,580.00

Percentage of total expected return at-
tributable to A’s expectancy of life
($66,336.00+$134,580.00) ......ccccvvuneneee 49.3

Percentage of total expected return at-
tributable to B’s expectancy of life
($68,244.00+$134,580.00) .... . 50.7

Portion of investment in the contract allo-
cable to A’s annuity (49.3 percent of
$86,000) ...

Portion of investment in the contract allo-
cable to B’s annuity (50.7 percent of
LT 01010 O

Value of the refund feature with respect
to A’s annuity (percentage from Table
VII for age 70 and duration 10, or 11
percent, multiplied by lesser of the
guaranteed amount and allocable por-
tion of investment in the contract,
$41,460) . .

A’s allocable portion of the investment in
the contract adjusted for refund feature
($42,398 less $4,560.60) .....cooevverennne

Value of the refund feature with respect
to B’s annuity (percentage from Table
VII for age 60 and duration 20, or 11
percent, multiplied by lesser of guaran-
teed amount and allocable portion of
investment in the contract, $43,602) ...

B’s allocable portion of the investment in
the contract adjusted for refund feature
($43,602 less $4,796.22) .......ccccveuevnne

$42,398.00

$43,602.00

$4,560.60

$37,837.40

$4,796.22

$38,805.78

Sum of A’s and B’s allocable portions of
the investment in the contract after ad-
justment for the refund feature ............

Exclusion ratio for the contract as a
whole (total adjusted investment in the
contract, $76,643.18, divided by the
total expected return from above,
$134,580.00) (percent) .........cccoevurennee 56.9

$76,643.18

(f) Adjustment of investment in the con-
tract with respect to contracts subject to
$§1.72-6(d). In the case of a contract to
which §1.72-6(d) (relating to contracts
in which amounts were invested both
before July 1, 1986, and after June 30,
1986) applies, this section is applied in

§1.72-8

the manner prescribed in §1.72-6(d) and,
in particular, §1.72-6(d)(5)(vi).

[T.D. 6500, 256 FR 11402, Nov. 26, 1960; 25 FR
14021, Dec. 21, 1960, as amended by T.D. 8115,
51 FR 45702, Dec. 19, 1986]

§1.72-8 Effect of certain employer con-
tributions with respect to pre-
miums or other consideration paid
or contributed by an employee.

(a) Contributions in the nature of com-
pensation—(1) Amounts includible in
gross income of employee under subtitle A
of the Code or prior income tax laws. Sec-
tion 72(f) provides that for the purposes
of section 72 (c¢), (d), and (e), amounts
contributed by an employer for the
benefit of an employee or his bene-
ficiaries shall constitute consideration
paid or contributed by the employee to
the extent that such amounts were in-
cludible in the gross income of the em-
ployee under subtitle A of the Code or
prior income tax laws. Amounts to
which this paragraph applies include,
for example, contributions made by an
employer to or under a trust or plan
which fails to qualify under the provi-
sions of section 401(a), provided that
the employee’s rights to such contribu-
tions are nonforfeitable at the time the
contributions are made. See sections
402(b) and 403(c) and the regulations
thereunder. This subparagraph also ap-
plies to premiums paid by an employer
(other than premiums paid on behalf of
an owner-employee) for life insurance
protection for an employee if such pre-
miums are includible in the gross in-
come of the employee when paid. See
§1.72-16. However, such premiums shall
only be considered as premiums and
other consideration paid by the em-
ployee with respect to any benefits at-
tributable to the contract providing
the life insurance protection. See §1.72—
16.

(2) Amounts not includible in gross in-
come of employee at time contributed if
paid directly to employee at that time. Ex-
cept as provided in subparagraph (3) of
this paragraph, section 72(f) provides
that for the purposes of section 72 (c),
(d), and (e), amounts contributed by an
employer for the benefit of an em-
ployee or his beneficiaries shall con-
stitute consideration paid or contrib-
uted by the employee to the extent
that such amounts would not have been
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§1.72-8

includible in the gross income of the
employee at the time contributed had
they been paid directly to the em-
ployee at that time. Amounts to which
this subparagraph applies include, for
example, contributions made by an em-
ployer after December 31, 1950, and be-
fore January 1, 1963, if made on ac-
count of foreign services rendered by
an employee during a period in which
the employee qualified as a bona fide
resident of a foreign country under sec-
tion 911(a) of the Internal Revenue
Code of 1954, or under section 116(a) of
the Internal Revenue Code of 1939. In
such a case, it would be immaterial
whether such contributions were made
under a qualified plan or otherwise. See
subparagraph (4) of this paragraph for
rules governing the determination of
the amount of employer foreign service
contributions to which this subpara-
graph applies. On the other hand, if
contributions are made by an employer
to a qualified plan at a time when com-
pensation paid directly to the em-
ployee concerned with respect to the
same services rendered would have
been includible in the gross income of
the employee, such as in the case of an
employee of a State government where
contributions are made in 1955 with re-
spect to services rendered by the em-
ployee prior to the year 1939, this sub-
paragraph does not apply to such con-
tributions.

(3) Limitation—(i) In general. Except
as provided in subdivision (ii) of this
subparagraph, the provisions of sub-
paragraph (2) of this paragraph shall
not apply to amounts which were con-
tributed by the employer after Decem-
ber 31, 1962, and which would not have
been includible in the gross income of
the employee by reason of the applica-
tion of section 911, if such amounts had
been paid directly to the employee at
the time of contribution. Employer
contributions attributable to foreign
services performed by the employee
after December 31, 1962, do not con-
stitute, for purposes of section 72 (c),
(d), and (e), consideration paid or con-
tributed by the employee.

(ii) Exception. The provisions of sub-
division (i) of this subparagraph shall
not apply to amounts which were con-
tributed by the employer to provide
pension or annuity credits (determined

26 CFR Ch. | (4-1-09 Edition)

in accordance with the provisions of
subparagraph (4) of this paragraph) to
the extent such credits are—

(a) Attributable to foreign services
performed before January 1, 1963, with
respect to which the employee quali-
fied for the benefits of section 911(a) (or
corresponding provisions of prior rev-
enue laws), and

(b) Provided pursuant to pension or
annuity plan provisions in existence on
March 12, 1962, and on that date appli-
cable to such services.

Amounts described in this subdivision
constitute, for purposes of section 72
(c), (d), and (e), consideration paid or
contributed by the employee even
though such amounts are contributed
by the employer after December 31,
1962.

(4) Determination of employer foreign
service contributions which constitute
consideration paid or contributed by em-
ployee. For purposes of subparagraphs
(2) and (3)(ii) of this paragraph, em-
ployer foreign service contributions
which constitute, for purposes of sec-
tion 72 (¢), (d), and (e), consideration
paid or contributed by the employee
shall be determined as follows:

(1) Treatment of identifiable contribu-
tions. If, under the terms of the pension
or annuity plan under which employer
contributions were made, such con-
tributions may be identified as—

(a) Attributable to foreign services
performed before January 1, 1963, with
respect to which the employee quali-
fied for the benefits of section 911(a) (or
corresponding provisions of prior rev-
enue laws), and

(b) Made under pension or annuity
plan provisions in existence on March
12, 1962, which were applicable to the
services referred to in (a) of this sub-
division on that date,

the amount of employer contributions
so identified shall be considered paid or
contributed by the employee.

(i1) Alternative rule for unidentifiable
contributions. If employer contributions
may not be identified in the manner
described in subdivision (i) of this sub-
paragraph, the amount of employer
contributions attributable to foreign
services performed before January 1,

174



Internal Revenue Service, Treasury

1963, and considered paid or contrib-
uted by the employee shall be deter-
mined on the basis of an estimated al-
location which is reasonable and con-
sistent with the circumstances and the
provisions of the pension or annuity
plan under which such contributions
are made. For example, if an employ-
ee’s benefits under a pension or annu-
ity plan, which is unchanged after
March 12, 1962, are determined with re-
spect to his basic compensation during
his entire period of credited service,
the amount of employer contributions
considered paid or contributed by the
employee shall be an amount which
bears the same ratio to total employer
contributions for such employee under
the pension or annuity plan as his
basic compensation attributable to for-
eign services performed before January
1, 1963, with respect to which he quali-
fied for the benefits of section 911(a) (or
corresponding provisions of prior rev-
enue laws) bears to his total basic com-
pensation. On the other hand, if an em-
ployee’s benefits under a pension or an-
nuity plan, which is unchanged after
March 12, 1962, are determined with re-
spect to his basic compensation during
his final five years of credited service,
the amount of employer contributions
considered paid or contributed by the
employee shall be an amount which
bears the same ratio to total employer
contributions for such employee as his
number of years of credited service be-
fore January 1, 1963, with respect to
which he qualified for the benefits of
section 911(a) (or corresponding provi-
sions of prior revenue laws) bears to his
total number of years of credited serv-
ice.

(6) Amounts not includible in gross in-
come of employee under subtitle A of the
Code or prior income tar laws. Amounts
contributed by an employer which were
not includible in the gross income of
the employee under Subtitle A of the
Code or prior income tax laws, but
which would have been includible
therein had they been paid directly to
the employee, do not constitute consid-
eration paid or contributed by the em-
ployee for the purposes of section 72.
For example, contributions made by an
employer under a qualified employees’
trust or plan, which contributions
would have been includible in the gross

§1.72-8

income of the employee had such con-
tributions been paid to him directly as
compensation, do not constitute con-
sideration paid or contributed by the
employee. Accordingly, the aggregate
amount of premiums or other consider-
ation paid or contributed by an em-
ployee, insofar as compensatory em-
ployer contributions are concerned,
consists solely of the (i) sum of all
amounts actually contributed by the
employee, plus (ii) contributions in the
nature of compensation which are
deemed to be paid or contributed by
the employee under this paragraph.

(b) Contributions in the nature of death
benefits. In the case of an employee’s
beneficiary, the aggregate amount of
premiums or other consideration paid
or deemed to be paid or contributed by
the employee shall also include:

(1) Amounts (other than amounts
paid as an annuity) to the extent such
amounts are excludable from the bene-
ficiary’s gross income as a death ben-
efit under section 101(b), and

(2) Any amount or amounts of death
benefits which are treated as addi-
tional consideration contributed by the
employee under section 101(b)(2)(D) and
the regulations thereunder, or which
were excludable from the beneficiary’s
gross income as a death benefit under
section 22(b)(1)(B) of the Internal Rev-
enue Code of 1939 and the regulations
thereunder.

Accordingly, in the case of an employ-
ee’s beneficiary, any such amount shall
be added to any amount or amounts
deemed paid or contributed by the em-
ployee under paragraph (a)(1) of this
section and to any amounts actually
contributed by the employee for the
purpose of finding the aggregate
amount of premiums or other consider-
ation paid or contributed by the em-
ployee.

(c) Amounts ‘“‘made available’ to an
employee or his beneficiary. Any amount
which, although not actually paid, is
made available to and includable in the
gross income of an employee or his
beneficiary under the rules of sections
402 and 403 and the regulations there-
under, shall be considered an amount
contributed by the employee and shall
be aggregated with amounts, if any, to
which paragraphs (a) and (b) of this
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section apply for the purpose of deter-
mining the aggregate amount of pre-
miums or other consideration paid by
the employee.

(d) Amounts includable in gross income
of employee when his rights under annu-
ity contract change to mnonforfeitable
rights. Any amount which, by reason of
section 403(d) and after the application
of paragraph (b) of §1.403 (b)-1, is re-
quired to be included in an employee’s
gross income for the year when his
rights under an annuity contract
change from forfeitable to nonforfeit-
able rights shall be considered an
amount contributed by the employee
and shall be aggregated with amounts,
if any, to which paragraphs (a), (b), and
(c) of this section apply for the purpose
of determining the aggregate amount
of premiums or other consideration
paid or contributed by the employee
for such annuity contract. In other
words, if, under section 403(d), an em-
ployee of an organization exempt from
tax under section 501(a) or 521(a) is re-
quired to include an amount in gross
income by reason of his rights under an
annuity contract changing from for-
feitable to nonforfeitable rights, such
amount, to the extent it is not exclud-
able from gross income under para-
graph (b) of §1.403 (b)-1, shall be consid-
ered an amount contributed by such
employee for the annuity contract.

[T.D. 6500, 25 FR 11402, Nov. 26, 1960, as
amended by T.D. 6665, 28 FR 7245, July 16,
1963; T.D. 6783, 29 FR 18356, Dec. 24, 1964]

§1.72-9 Tables.

The following tables are to be used in
connection with computations under
section 72 and the regulations there-
under. Tables I, II, ITA, III, and IV are
to be used if the investment in the con-
tract does not include a post-June 1986
investment in the contract (as defined
in §1.72-6(d)(3)). Tables V, VI, VIA, VII,
and VIII are to be used if the invest-
ment in the contract includes a post-
June 1986 investment in the contract
(as defined in §1.72-6(d)(3)).

In the case of a contract under which
amounts are received as an annuity
after June 30, 1986, a taxpayer receiving
such amounts may elect to treat the
entire investment in the contract as
post-June 1986 investment in the con-
tract and thus apply Tables V through

26 CFR Ch. | (4-1-09 Edition)

VIII. A taxpayer may make the elec-
tion for any taxable year in which such
amounts are received by attaching to
the taxpayer’s return for such taxable
year a statement that the taxpayer is
electing under §1.72-9 to treat the en-
tire investment in the contract as post-
June 1986 investment in the contract.
The statement must contain the tax-
payer’s name, address, and taxpayer
identification number. The election is
irrevocable and applies with respect to
all amounts that the taxpayer receives
as an annuity under the contract in the
taxable year for which the election is
made or in any subsequent taxable
year. (Note that for purposes of the ex-
amples in §§1.72-4 through 1.72-11 the
election described in this section is dis-
regarded (i.e., it assumed that the tax-
payer does not make an election under
this section).) See also §1.72-6(d)(3) for
rules treating the entire investment in
a contract as post-June 1986 invest-
ment in a contract if the annuity start-
ing date of the contract is after June
30, 1986, and the contract provides for a
disqualifying form of payment or set-
tlement, such as an option to receive a
lump sum in full discharge of the obli-
gation under the contract. In addition,
see §1.72-6(d) for special rules con-
cerning the tables to be used and the
separate computations required if the
investment in the contract includes
both a pre-July 1986 investment in the
contract and a post-June 1986 invest-
ment in the contract and the election
described in §1.72-6(d)(6) is made with
respect to the contract.

TABLE |—ORDINARY LIFE ANNUITIES—ONE
LIFE—EXPECTED RETURN MULTIPLES

Ages
Multiples
Male Female
11 65.0
12 64.1
13 63.2
14 62.3
15 61.4
16 60.4
17 59.5
18 58.6
19 57.7
20 56.7
21 55.8
22 54.9
23 53.9
24 53.0
25 52.1

176



		Superintendent of Documents
	2010-10-07T11:51:16-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




